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City of Winchester, Virginia      
Managements Discussion and Analysis 
Fiscal Year ended June 30, 2005 
 
 
This section of the City of Winchester’s (the City’s) annual financial report presents an overall review of 
the City’s financial activities for the fiscal year ended June 30, 2005. Please review all documentation in 
conjunction with the City’s financial statements and the transmittal letter for an overall picture of the City’s 
financial performance as a whole.  
 
Financial Highlights  
 

• The assets of the City of Winchester, on a government-wide basis excluding component units, 
exceeded its liabilities at the close of fiscal year 2005 by $48.5 million (net assets). 

• The City’s total net assets decreased approximately $6.1 million over the course of this year’s 
operations.  Net assets of governmental activities decreased $11.1 million while net assets of 
business-type activities increased $5.0 million.  The decrease in net assets by the governmental 
activities is the result of school construction bonds issued by the City for the School Board.  This 
debt is reflected as a liability for the City; however, the corresponding assets are recorded with 
the Component Unit – School Board. 

• At the end of the current fiscal year, the City’s governmental funds reported combined ending 
fund balances of $21.8 million, an increase of $2.7 million in comparison with the prior year.  
Approximately 98 percent of this amount, $21.4 million, is available for spending at the 
government’s discretion (undesignated fund balance). 

• As of the close of the current fiscal year, the unreserved fund balance of the City’s general fund 
was $19 million, an increase of $3.4 million in comparison with the prior year.  This amount 
represents 27% of total general fund expenditures.     

• The City’s total bonded debt increased by $16.5 million, or 27%, during the current fiscal year due 
to the issuance of $20 million in new debt issued primarily for school construction projects. 

 
Overview of the Financial Statements 
 
This discussion and analysis are intended to serve as an introduction to the City’s basic financial 
statements. The City’s basic financial statements comprise three components: 
 

• Government-wide financial statements 
• Fund financial statements 
• Notes to financial statements 

 
This report also contains other supplementary information in addition to the basic financial statements 
themselves.  
 
Government-wide financial statements.  The government-wide financial statements are designed to 
provide readers with a broad overview of the City’s finances, in a manner similar to a private-sector 
business.   
 
The statement of net assets presents information on all of the City’s assets and liabilities, with the 
difference between the two reported as net assets. Over time, increases or decreases in net assets may 
serve as a useful indicator of whether the financial position of the City is improving or deteriorating.  
 
The statement of activities presents information showing how the City’s net assets changed during the 
most recent fiscal year.   All changes in net assets are reported as soon as the underlying event giving 
rise to the change occurs, regardless of the timing of related cash flows.  Thus, revenues and expenses 
are reported in the statement for some items that will only result in cash flows in future fiscal periods (e.g., 
uncollected taxes and earned but unused vacation leave).  
 
Both of the government-wide financial statements distinguish functions of the City that are principally 
supported by taxes and intergovernmental revenue (governmental activities) from other functions that are 
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intended to recover all or a significant portion of their costs through user fees and charges (business-type 
activities). The governmental activities of the City include: general government; judicial administration; 
public safety; public works; health and welfare; and recreation and cultural.  The business-type activities 
of the City include water and sewer and bus operations.  
 
The government-wide financial statements include not only the City itself (known as the primary 
government), but also a legally separate school district and a legally separate parking authority for which 
the City is financially accountable. Financial information for these component units is reported separately 
from the financial information presented for the primary government itself.  
 
Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over 
resources that have been segregated for specific activities or objectives. The City, like other state and 
local governments, uses fund accounting to ensure and demonstrate compliance with finance-related 
legal requirements. All of the funds of the City can be divided into three categories: governmental funds, 
proprietary funds, and fiduciary funds.  
 
Governmental funds.  Governmental funds are used to account for essentially the same functions 
reported as governmental activities in the government-wide statements. However, unlike the government-
wide financial statements, governmental fund financial statements focus on near-term inflows and 
outflows of spendable resources, as well as on balances of spendable resources available at the end of 
the fiscal year. Such information may be useful in evaluating a government’s near-term financing 
requirements.  
 
Because the focus of governmental funds is narrower than that of the government-wide financial 
statements, it is useful to compare the information presented for governmental funds with similar 
information presented for governmental activities in the government-wide financial statements. By doing 
so, readers may better understand the long-term impact of the City’s near-term financing decisions. Both 
the governmental fund balance sheet and the governmental statement of revenues, expenditures, and 
changes in fund balances provide a reconciliation to facilitate this comparison between governmental 
funds and governmental activities.  

 
The City maintains thirteen governmental funds.  Information is presented separately in the governmental 
fund balance sheet and in the governmental fund statement of revenues, expenditures, and changes in 
fund balance for the general fund, which is considered a major fund.  Data from the other twelve 
governmental funds are combined into a single, aggregated presentation.  Individual fund data for each of 
these nonmajor governmental funds is provided in the form of combining statements elsewhere in this 
report. 
 
The City adopts a biennial appropriated budget for its governmental funds. A budgetary comparison 
statement has been provided for the governmental funds to demonstrate compliance with this budget.  

 
Proprietary funds.   The City maintains two different types of proprietary funds.  Enterprise funds are 
used to report the same functions presented as business-type activities in the government-wide financial 
statements.  The City uses enterprise funds to account for its water and sewer operations and for its bus 
service.  Internal service funds are an accounting device used to accumulate and allocate costs internally 
among the City’s various functions.  The City uses internal service funds to account for its employee 
benefits program, insurance programs, and equipment maintenance operation.  Because these three 
functions predominantly benefit governmental rather than business-type functions, they have been 
included within governmental activities in the government-wide financial statements.   
 
Proprietary funds provide the same type of information as the government-wide financial statements, only 
in more detail.  The proprietary fund financial statements provide separate information for the Water and 
Sewer Fund (a major fund) and the Bus Service Fund (a nonmajor fund).  Conversely, the internal service 
funds are combined into a single, aggregated presentation in the proprietary fund financial statements.  
Individual fund data for the internal service funds is provided in the form of combining statements 
elsewhere in this report. 
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Fiduciary Funds.  Fiduciary funds are used to account for resources held for the benefit of parties 
outside the government. Fiduciary funds are not reflected in the government-wide financial statements 
because the resources of those funds are not available to support the City’s own programs.  The City has 
four fiduciary funds: the Northern Shenandoah Valley CSA Trust Fund, Special Welfare Fund, 
Northwestern Regional Jail Authority Construction Fund, and Northwestern Regional Juvenile Detention 
Center Fund. The accounting used for fiduciary funds is much like that used for proprietary funds. 

 
Notes to the financial statements. The notes provide additional information that is essential to a full 
understanding of the data provided in the government-wide and fund financial statements.   The notes to 
the financial statements can be found on pages 24-47 of this report. 
 
Other information.  In addition to the basic financial statements and accompanying notes, this report 
also presents certain required supplementary information concerning the City’s progress in funding its 
obligation to provide pension benefits to its employees.  Required supplementary information can be 
found on page 49 of this report. 
 
The combining statements referred to earlier in connection with nonmajor governmental funds and 
internal service funds are presented immediately following the required supplementary information on 
pensions.   
 
Government-wide Financial Analysis 
 
As noted earlier, net assets (assets in excess of liabilities) may serve over time as a useful indicator of a 
government’s financial position. Table 1 shows that the primary government’s assets exceeded liabilities 
by $48.5 million at the close of fiscal year 2005.    
 
The City’s net assets reflects its investment in capital assets (e.g., land, buildings, machinery, and 
equipment), less any related debt used to acquire those assets that is still outstanding.  The City uses 
these capital assets to provide services to citizens; consequently, these assets are not available for future 
spending.  Although, the City’s investment in its capital assets is reported net of related debt, it should be 
noted that the resources needed to repay this debt must be provided from other sources, since the capital 
assets themselves cannot be used to liquidate these liabilities.   
 
 

2005 2004 2005 2004 2005 2004 2005 2004
Assets
Current and other assets 30.2$       25.7$       10.8$       9.2$         41.0$       34.9$       20.4$       12.1$       
Capital assets 43.7         41.7         50.3         46.1         94.0         87.8         42.7         23.0         
Total Assets 73.9         67.4         61.1         55.3         135.0       122.7       63.1         35.1         
Liabilities
Current and other liabilities 9.9           7.3           3.0           2.7           12.9         10.0         14.9         6.2           
Long-term liabilities 53.1         38.1         20.5         20.1         73.6         58.2         0.6           0.5           
Total Liabilities 63.0         45.4         23.5         22.8         86.5         68.2         15.5         6.7           
Net Assets
Invested in capital assets,
     net of related debt 27.5         23.9         30.1         28.3         57.6         52.2         42.7         23.0         
Unrestricted net assets (16.6)        (1.9)          7.5           4.2           (9.1)          2.3           4.9           5.4           

Total Net Assets-as adjusted 
(Note 19) 10.9$       22.0$       37.6$       32.5$       48.5$       54.5$       47.6$       28.4$       

Table 1
City of Winchester's Net Assets
Fiscal Year ended June 30, 2005

(in millions)
Governmental Business-Type Total Primary Component Unit

Activities Activities Government School Board
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Governmental activities.    As shown in Table 2, net assets for governmental activities decreased from 
$22.0 million at the end of FY2004 to $10.9 million at the end of FY2005.  The major reason for the 
decrease is due to the fact that the City borrowed and expensed $18.4 million in FY2005 for school 
construction projects.   The City, as required by GASB 34, reports its liability for the repayment of the debt 
associated with the construction of school facilities under the governmental activities category.  The City, 
not the School Board, is obligated for the debt.  The related capital assets are presented under the 
Component Unit – School Board.   
 
If the debt related to the construction of schools was not presented in governmental activities, the net 
assets for the governmental activities would be $48.9 million and the total net assets for the primary 
government would be $97.0 million.   
 

2005 2004 2005 2004 2005 2004 2005 2004
Revenues
Program Revenues

Charges for services 2.8$         2.6$         14.7$       13.3$       17.5$       15.9$       0.9$         0.9$         
Operating grants and contributions 8.3           8.5           0.4           0.3           8.7           8.8           15.6         13.7         
Capital grants and contributions 1.3           0.3           2.5           0.3           3.8           0.6           19.8         6.2           

General Revenues
Property taxes 20.7         17.5         -           -           20.7         17.5         -           -           
Sales taxes 10.3         10.4         -           -           10.3         10.4         -           -           
Other taxes 17.0         14.5         -           -           17.0         14.5         -           -           
Grants and contributions not
   restricted to specific programs 3.8           3.6           -           -           3.8           3.6           -           -           
Unrestricted investment earnings 0.2           0.1           0.2           0.1           0.4           0.2           0.4           0.1           
Other 0.3           0.8           0.5           -           0.8           0.8           22.2         21.4         
     Total revenues 64.7$       58.3$       18.3$       14.0$       83.0$       72.3$       58.9$       42.3$       

Expenses
General government administration 3.7           3.6           -           -           3.7           3.6           -           -               
Judicial administration 1.3           1.5           -           -           1.3           1.5           -           -               
Public safety 12.4         11.2         -           -           12.4         11.2         -           -               
Public works 5.2           5.2           -           -           5.2           5.2           -           -               
Health and welfare 6.7           6.3           -           -           6.7           6.3           -           -               
Education 41.4         26.9         -           -           41.4         26.9         39.7         36.7         
Parks, recreation and culture 2.3           2.5           -           -           2.3           2.5           -           -               
Community development 2.5           1.4           -           -           2.5           1.4           -           -               
Interest on long-term debt 2.1           1.8           -           -           2.1           1.8           -           -               
Water and sewer -           -           10.8         10.7         10.8         10.7         -           -               
Bus service -           -           0.6           0.6           0.6           0.6           -           -               
     Total expenses 77.6         60.4         11.4         11.3         89.0         71.7         39.7         36.7         

Increase (decrease) in net assets
before transfers (12.9)        (2.1)          6.9           2.7           (6.0)          0.6           19.2         5.6           
Transfers 1.8           1.4           (1.8)          (1.4)          -           -       -               -               

Increase (decrease) in net assets (11.1)        (0.7)          5.1           1.3           (6.0)          0.6           19.2         5.6           
Net Assets - July 1, 2004

as adjusted (Note 19) 22.0         22.7         32.5         31.2         54.5         53.9         28.4         22.8         
Net Assets - June 30, 2005 10.9$       22.0$       37.6$       32.5$       48.5$       54.5$       47.6$       28.4$       

Activities Activities Government School Board

(in millions)

Changes in the City of Winchester's Net Assets
Table 2

Component UnitGovernmental Business-Type Total Primary

Fiscal Year ended June 30, 2005
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As shown in Table 2, the City’s revenues from governmental activities totaled $64.7 million for FY2005, 
an increase of $6.4 million from FY2004.  As shown in Figure A, the City received 74% of its revenue from 
taxes.  The major source of revenue for the City was property taxes ($20.7 million or 32%), composed of 
real estate, personal property taxes, and machinery and tools taxes.  The City’s assessed value of 
taxable real property for FY2005 increased by approximately 21%, primarily due to the general 
reassessment of real property completed for the 2005 tax year.   This resulted in a $3.0 million increase in 
real estate taxes over the prior year.  The City will use this increase in revenue to offset the upcoming 
increase in debt service payments due to the school construction projects started in FY2004.   
 
The City’s expenses from governmental activities totaled $77.6 million for the fiscal year ended June 30, 
2005.   As shown in Figure B, education was the largest expense at $41.4 million or 54%, an increase of 
$14.5 million from FY2004.  This large increase in education expense represents the City’s transfer of 
bond proceeds to the School Board to fund school construction.  Public safety was the second largest 
expense at $12.4 million or 16%.  Table 2 shows the City’s revenue and expenses of the governmental 
and business-type activities. 
 
Figure A 
Revenues by Source – Governmental Activities 
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Figure B 
Expenses and Program Revenues – Governmental Activities 
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Business-type activities.  The City’s business-type activities include the water and sewer fund and the 
bus service fund.  The net assets of these business-type activities totaled $37.6 million (Table 2) an 
increase of $5.1 million from the prior year.  As shown in Figure C, the major revenue source for the 
business-type activities is charges for services, including water and sewer utility and transit fees, which 
totaled $14.7 million or 80% of the total revenues for business-type activities.  Capital grants and 
contributions increased from 2% ($314,144) at the end of fiscal year 2004 to 14% ($2.5 million) at the 
close of fiscal year 2005.  This increase can be attributed to the increase of contributed capital in the form 
of water & sewer infrastructure to the City.  Expenses of the business-type activities totaled $11.4 million, 
only a slight increase from the prior year.    
 
 
Figure C 
Revenues by Source – Business-type Activities 
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Figure D 
Expenses and Program Revenues – Business-type Activities 
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Financial Analysis of the City’s Funds 
 
The City of Winchester uses fund accounting to ensure and demonstrate compliance with finance-related 
legal requirements. 
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Governmental funds.  The focus of the City’s governmental funds is to provide information on near-term 
inflows, outflows, and balances of spendable resources.  Such information is useful in assessing the 
City’s financing requirements.  In particular, unreserved fund balance may serve as a useful measure of a 
government’s net resources available for spending at the end of the fiscal year.   
 
For the fiscal year ended June 30, 2005, the City’s governmental funds reported combined fund balances 
of $21.8 million, an increase of $2.7 million in comparison with the prior year.  Approximately $21.4 million 
of the combined total fund balances constitutes unreserved fund balance, which is generally available for 
spending at the City’s discretion.   
 
The general fund is the chief operating fund of the City.  For the fiscal year ended June 30, 2005, the 
unreserved, undesignated fund balance of the general fund was $18.7 million, while total fund balance 
reached $19.0 million.  Unreserved, undesignated fund balance represents 27% of total general fund 
expenditures, as a measure of the general fund’s liquidity.  
 
The fund balance of the City’s general fund increased by $3.4 million during the current fiscal year, 
primarily due to the additional property tax revenues generated from the 21% increase in real property 
assessment values within the City.  Another factor was the increase in other local taxes, such as meals 
tax, business, professional and occupational licenses, telephone utility, and recordation taxes, due to the 
strong local economy. 
 
Proprietary funds.  The City’s proprietary fund statements provide the same type of information found in 
the government-wide financial statements, but in more detail.  Unrestricted net assets of the City’s water 
and sewer fund for the fiscal year ended June 30, 2005, amounted to $7.3 million, and those for the bus 
service fund amounted to $0.2 million.  The total growth in net assets for both funds was $4.0 million and 
$1.0 million, respectively.   
 
General Fund Budgetary Highlights 
 
City Council revised the City budget five times over the course of the year.  The difference between the 
original budget and the final amended budget for the general fund was an increase of $21.8 million, 
including the following: 
 

• $19.1 million supplemental appropriation for the transfer of bond proceeds to the School 
Board for the renovations and expansion of school facilities.  

• $0.8 million supplemental appropriation for the City’s contribution to the new History & 
Tourism Center being built in Jim Barnett Park. 

• $0.5 million supplemental appropriation to the Northwestern Regional Jail Authority for capital 
improvements.  

 
Actual revenues exceeded final budget amounts by $3.9 million, while actual expenditures were $2.0 
million less than final budget amounts.  Highlights of the comparison of final budget to actual figures 
include the following: 
 

• Actual general property tax revenues exceeded estimated revenues by $1.8 million due to an 
average 21% increase in real estate assessments.  This revenue will allow the City to grow 
our fund balance while still maintaining a reasonable tax rate during this time when the City is 
embarking on many new capital projects. 

• Other local taxes also exceeded estimated revenues by $1.3 million, due to a combination of 
increases in meals taxes; business, professional and occupational licenses taxes; telephone 
utility taxes; and recordation taxes. These increases are the direct result of brisk economic 
growth in retail, commercial and the housing market, which has remained strong and 
continues to grow. 

• Actual combined general government administration, pubic safety, public works, and health 
and welfare expenditures were $1.8 million less than budgeted amounts resulting primarily 
from savings in personnel costs due to managed position vacancies. 

• Actual correction and detention expenditures were $0.5 million less than budgeted amounts 
due to the delay in construction on the expansion of the Northwestern Regional Jail. 
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Capital Assets and Debt Administration 
 
Capital assets.  The City of Winchester’s investment in capital assets for its governmental and business-
type activities as of June 30, 2005, amounts to $93.9 million net of depreciation, which represents an 
increase of $6.1 million, or 7% over the prior year. This investment includes land, buildings, 
improvements, water and sewer distribution systems, roads and bridges, and machinery and equipment.  
More detailed information regarding the City’s capital assets can be found in Note 7 to the financial 
statements.  
 
Major capital asset events during the fiscal year included the following: 
 

• Completion of a new courtroom in the Joint Judicial Center for a cost of $0.5 million. 
• Completion of a new maintenance shed in Jim Barnett Park for $93,000. 
• Developer conveyance of the new street, Hope Drive, for $.8 million. 
• Work continues on the Town Run sewer and storm water system improvements and burial of 

overhead utilities;  construction in progress as of the end of the current fiscal year had reached 
$6.6 million. 

• Developer conveyance of sewer lines and manholes totaled $2.0 million. 
 
Table 3 summarizes the City’s capital assets as of June 30, 2004 and 2005. 
 
Table 3

(net of depreciation)

2005 2004 2005 2004 2005 2004
Land 2,958,719$     2,958,719$      $    1,451,070  $    1,451,070 4,409,789$     4,409,789$     
Construction in progress 2,988,839       1,437,658              4,292,608        1,679,342 7,281,447       3,117,000       
Buildings 13,012,125     13,325,938            1,188,075        1,250,018 14,200,200     14,575,956     
Improvements other than buildings 2,575,894       2,096,162                     8,171             11,552 2,584,065       2,107,714       
Infrastructure 19,620,854     19,301,532          42,275,581      41,094,740 61,896,435     60,396,272     
Machinery & Equipment 2,527,220       2,569,792       1,043,318       645,353          3,570,538       3,215,145       
Total capital assets-as adjusted 
(Note 7) 43,683,651$   41,689,801$   50,258,823$   46,132,075$   93,942,474$   87,821,876$   

Activities Activities Government

City of Winchester's Capital Assets

Fiscal Year ended June 30, 2005
Governmental Business-Type Total Primary

 
Long-term debt.  As shown in Table 4, the City of Winchester had total bonded debt and capital leases 
outstanding of $77.2 million, for the fiscal year ended June 30, 2005, an increase of $16.5 million from the 
fiscal year ended June 30, 2004.  This entire amount is backed by the full faith and credit of the City, with 
$21.3 million of the total being repaid by the City’s business-type activities.  
 
Table 4

2005 2004 2005 2004 2005 2004
General Obligation Bonds 54,971,522$   $  39,372,376 $  21,291,086 20,762,190$   76,262,608$   60,134,566$   
Capital Lease Agreements 945,288                   562,352                    -   -                  945,288          562,352          
    Total capital assets 55,916,810$   39,934,728$   21,291,086$   20,762,190$   77,207,896$   60,696,918$   

City of Winchester's Outstanding Debt
Fiscal Year ended June 30, 2005

Governmental Business-Type Total Primary
Activities Activities Government
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For the fiscal year ended June 30, 2005, the City retired $18.3 million of outstanding principal and issued 
$35 million of new long-term debt.  More detailed information regarding the City’s long-term debt can be 
found in Note 10 to the financial statements. 
 
The City issued $20 million general obligation public improvement bonds to finance school design, school 
construction, and utility improvements.  
 
The City issued $15.0 million general obligation refunding bonds to provide resources to purchase U.S. 
Treasury Obligations that were placed in an irrevocable trust for the purpose of generating resources for 
all future debt service payments of $14.2 million of three earlier general obligation issues.  As a result, the 
refunded bonds are considered to be defeased and the liability has been removed from the governmental 
and business-type activities columns of the statement of net assets. This advance refunding was 
undertaken to reduce total debt service payments over the next 15 years by $0.9 million and resulted in 
an economic gain of $0.6 million. 
 
The City’s General Obligation Bonds in prior bond issues have been rated AA by Standard & Poor’s 
Corporation, and Aa3 by Moody’s Investors Service.  The legal debt margin of the City is 10% of the total 
assessed valuation of the real estate within the City, which is subject to local taxation.  The limitation 
complies with Article VII, Section 10(a) of the Constitution of Virginia, 1971, and Section 15.1-176 of the 
Code of Virginia, 1950, which defines the limitation on outstanding indebtedness that may be incurred by 
cities.  Based on 10% of the assessed value of real property, the City’s legal debt limit is $244.6 million.  
As of June 30, 2005, the City’s total debt applicable to the limitation totaled $76.6 million, leaving a legal 
debt margin of $167.9 million.    
 
Economic Factors and Next Year’s Budgets and Rates 
 

• There is an active reimbursement resolution for $4.5 million to pay costs for a Senior Center and 
Joint Judicial Center HVAC and roof replacement costs before bond proceeds are received in 
FY2006. 

• There is a group studying the feasibility of an Emergency Medical Service fee. Funds generated 
from this fee would be used to pay for additional staffing and equipment for the Fire & Rescue 
Department and Volunteer Fire Stations throughout the City of Winchester. 

• City staff will be looking into ways to redevelop existing structures and eliminate blight throughout 
the City in an effort to create affordable housing for all. 

• Economic development continues to be an ongoing effort within the City. We are currently 
expanding and improving our infrastructure to support more business and industry along Valley 
Avenue (U.S. route 11), a major commercial, retail and industrial corridor. 

• The real estate tax rate may be adjusted based on an increase (or decrease) in assessments. 
The next real estate reassessments will be effective January 1, 2007.   New housing throughout 
the City may contribute to increased real estate revenue.  

• Effective FY2007 the real estate benefits for tax relief for the elderly and disabled were increased 
to help aid more of the City’s elderly and/or disabled.  

• In an effort to reduce costs and encourage recycling the City has changed the way our recycling 
& refuse collection is handled. Currently, there is no limit for refuse pickup; however, beginning in 
FY 2006 there will be a limit of three (3) bags of garbage for residential customers. In addition, 
the City will no longer provide trash collection service to multi-family dwelling units. A multi-family 
project is defined as any apartment building or other building, or a group of buildings within the 
City consisting of more than four (4) dwelling units. 

• For the month of June 2005, the City’s unemployment rate was 3.59%, compared to the State’s 
3.8% and Federal rate of 5.2%. 

 
Contacting the City’s Financial Management 
 
This financial report is designed to provide citizens, taxpayers, customers, investors, and creditors with a 
general overview of the City’s finances and to demonstrate the City’s accountability for the funds it 
receives. If you have questions about this report or need additional financial information, contact the 
Director of Finance, City of Winchester, 15 N. Cameron Street, Winchester, VA 22601. 










































































































































































































































































































